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REPORT OF THE AUDITOR-GENERAL TO THE EASTERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON AMAHLATHI LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the financial statements of Amahlathi Local Municipality as set out on pages 
... to which comprise the statement of financial position as at 30June2012, the 
statement of financial performance, statement of changes in net assets, the cash flow 
statement for the year then ended, and the notes, comprising a summary of significant 
accounting policies and other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (GRAP) and the requirements of the Municipal Finance Management 
Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue Act of 
South Africa, 2011 (Act No. 6 of 2011) (DoRA), and for such internal control as the 
accounting officer determines is necessary to enable the preparation of financial statements 
that are free from material misstatement, whether due to fraud or error. 

Audltor-General’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my audit. 

I conducted my audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 
25 of 2004) (PAA), the General Notice issued in terms thereof and International Standards 
on Auditing. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance about whether the financial statements 
are free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my qualified audit opinion. 

Basis for qualified opinion 

Property, plant and equipment 

6. In terms of section 63.2 (c) of the MFMA, the municipality should have and maintain a 
system of internal control of assets including an asset register. The municipality has 
maintained a register for assets, which was used as the basis for the amounts disclosed in 
note 4 to the financial statements. However assets selected from the floor were not 
included in the asset register and assets selected from the asset register could not be 
located for verification due to a lack of information or incorrect information included the 



asset register. The amounts recorded in the asset register did not always reconcile with the 
supporting documentation, resulting in an understatement of R8,9 million (2010-11: R8,9 
million) of property, plant and equipment. 

7. In addition sufficient appropriate audit evidence was not available to support property, plant 
and equipment of R19,7 million (2010-11: R19,7 million) included in note 4 to the financial 
statements. I was unable to confirm the balance by alternative means. Consequently, I was 
unable to determine whether any adjustments to property, plant and equipment were 
necessary. 

Investment property 

8. GRAP 1 states that assets are resources owned by an entity as a result of past events and 
from which future economic benefits or service potential are expected to flow to the entity. 
The municipality has included investment property that did not meet the definition of an 
asset in terms of GRAP 1. In addition the municipality did not have adequate systems in 
place to identify and account for all investment property. Consequently, investment property 
of R9,8 million as per note 3 to the annual financial statements and accumulative surplus is 
overstated by R4,3 million (2010-11: R4,3 million). 

Irregular expenditure 

9. Procurement of goods and services were obtained using the deviation process however 
reasons for deviations were not substantiated by the auditee as required by SCM regulation 
17(c), 36(2) and 13(a). In addition the municipality did not obtain tax clearance certificates 
before making an award to a person in contradiction to regulations 43(2) & (3) of the 
MFMA. As a result the municipality incurred irregular expenditure of R532 815 which was 
not detected nor disclosed in note 46 to the annual financial statements. 

10. Section 125(2) of the MFMA requires that the financial statements of the municipality 
should disclose material irregular expenditure that occurred during the financial year. Note 
46 to the financial statements reflects irregular expenditure of R7 million, however, 
insufficient documentation was provided to support the procurement process followed for 
R667 541 (2010-11: R9,5 million) of expenditure. The lack of a formalised system to 
account for procurement documentation did not allow for the performance of alternative 
procedures. Consequently, I was unable to determine whether any adjustments to irregular 
expenditure were necessary. 

Receivables 

11. During the 2010-11 year an amount of R30,2 million was disclosed as trade and other 
receivables in note 10 to the financial statements. This amount was understated by R1,4 
million due to uncorrected misstatements, which, if corrected, would have resulted in an 
increase in motor vehicle registration, rendering of services revenue and interest income - 
debtors in the statement of financial performance. 

12. Furthermore, during the 2010-11 year the municipality could not provide sufficient 
appropriate audit evidence for R7,8 million of the trade and other receivables amount 
disclosed. In addition, the valuation of trade debtors impairment of R27,4 million disclosed 
in note 10 to the financial statements could not be confirmed by R7,7 million due to the 
limitation on receivables upon which the impairment is based. My audit opinion on the 
financial statements for the period ended 2010-11 was modified accordingly. 



Qualified Opinion 

13. In my opinion, except for the possible effects of the matters described in the Basis for 
qualified opinion paragraphs, the financial statements present fairly, in all material respects, 
the financial position of the Amahlathi Municipality as at 30 June 2012 and its financial 
performance and cash flows for the year then ended, in accordance with South African 
Standards of Generally Recognised Accounting Practice (SA Standards of GRAP) and the 
requirements of the MFMA. 

Emphasis of matter 

14. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Restatement of corresponding figures 

15. As disclosed in note 41 to the financial statements, the corresponding amount relating to 
VAT, revenue, expenditure and conditional grants have been restated for the purpose of 
correcting prior year errors. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

16. In accordance with the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 

Predetermined objectives 

17. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in Amahlathi Local Municipality’s annual performance report as set out on 
pages ... to ... of the annual report. 

18. The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury’s annual reporting principles and whether the reported performance is consistent 
with the planned objectives. The usefulness of information further relates to whether 
indicators and targets are measurable (i.e. well defined, verifiable, specific, measurable and 
time bound) and relevant as required by the National Treasury Framework for managing 
programme performance information (FMPPI). 

19. The reliability of the information in respect of the selected programme is assessed to 
determine whether it adequately reflects the facts (i.e. whether it is valid, accurate and 
complete). The material findings are as follows: 

Usefulness of informatlon 

Presentation 

20. Section 46 of the Municipal Systems Act, 2000 (Act No, 32 of 2000) requires the disclosure 
of measures taken to improve performance in the annual performance report where 
planned targets were not achieved. Adequate and reliable corroborating evidence could 
not be provided for 37% measures taken to improve performance as disclosed in the 
annual performance report. The municipality’s records did not permit the application of 



alternative audit procedures. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the validity of the measures taken to improve performance. 

Measurablllty 

21. The National Treasury FMPPI requires that the time period or deadline for delivery be 
specified. A total of 76% of the targets relevant to infrastructure and service delivery were 
not time bound in specifying a time period or deadline for delivery. This is due to the 
municipality not having a formal policy in place to govern the performance of and reporting 
on predetermined objectives that ensures that all laws and regulations are met and that 
targets set are in accordance with legislation. 

Reliability of information 

22. There were no material findings on Amahlahti Local Municipality's annual performance 
report concerning the reliability of the information. 

Additional matter 

23. I draw attention to the following matter below. 

Achievement of planned targets 

24. Only 62 (57%) of the 145 planned targets were achieved during the year under review. This 
was mainly due to the fact that the post of the municipal manager remained vacant for the 
period under review and that the indicators and targets were not suitably developed during 
the strategic planning process. 

Compliance with laws and requlatlons 

25. I performed procedures to obtain evidence that the entity has complied with applicable laws 
and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable 
laws and regulations as set out in the general notice issued in terms of the PAA are as 
follows: 

Strategic planning and performance management 

26. The municipality did not clarify the roles and responsibilities of each role-player in the 
functioning of the system and did not provide for procedures by which the system is linked 
to the municipality's integrated development planning processes as required by section 38 
(a) of the MSA and Municipal Planning and Performance Management Regulation 7(2) (e). 

Annual financial statements, performance and annual report 

27. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving a qualified opinion. 

28. The annual performance report for the year under review does not include a comparison 
with the previous financial year and measures taken to improve performance for some 
indicators, as required by section 46 (1)(b) of the MSA. 

29. The accounting officer did not make public the council's oversight report on the 2010-11 
annual report within seven days of its adoption, as required by section 129(3) of the MFMA. 


Procurement and contract management 




30. The register of bids received on time and the bid results were not published on the website 
of the municipality as per supply chain management regulation 23 (c). 

31. The prospective providers list for procuring goods and services through quotations was not 
updated at least quarterly to include new suppliers that qualify for listing, and prospective 
providers were not invited to apply for such listing at least once a year as per the 
requirements of SCM regulation 1 4(1 )(a)(ii) and 14(2). 

Human resource management and compensation 

32. Job descriptions were not established for all posts in which appointments were made in the 
current year, in contravention of section 66(1 )(b) of the MSA. 

33. The competencies of the supply chain management official was not assessed promptly in 
order to identify and address gaps in competency levels as required by the municipal 
regulations on minimum competency levels (MRMCL) regulation 13. 

34. The annual report of the municipality did not reflect information on compliance with 
prescribed minimum competencies as required by the regulation 14(2)(b) MRMCL, 

Expenditure management 

35. The accounting officer did not take reasonable steps to prevent irregular expenditure and 
fruitless and wasteful expenditure, as required by sections 62(1 )(d) and 95(d) of the MFMA. 

36. Irregular, fruitless and wasteful expenditure was not recovered from the liable person, as 
required by section 32(2) of the MFMA. 

Revenue management 

37. A credit control and debt collection policy was not implemented, as required by section 
96(b) of the MSA and section 62(1 )(f)(iii) of MFMA. 

Conditional grants received 

38. No evidence was provided that the municipality timeously submitted the project registration 
forms, for projects it intended implementing in the financial year under review, to the 
Department of Local Government and Traditional Affairs, as required by the Division of 
Revenue Grant Framework, Government Gazette No. 34280. 

39. No evidence was provided that the municipality submitted project implementation plans to 
the national department (CoGTA), as required by the Division of Revenue Grant 
Framework, Government Gazette No. 34280. 

Asset management 

40. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which accounts for the 
assets of the municipality as required by section 63(2)(a) of the MFMA. 

Internal control 

41. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the basis for qualified opinion, the findings on the annual performance report and 
the findings on compliance with laws and regulations included in this report. 



Leadership 

42. The municipal manager’s post remained vacant during the year under review. This resulted 
in the chief financial officer acting as municipal manager and thus performing dual 
responsibilities. In addition to this there is an identified shortage of human resources within 
the municipality, not only in managerial positions, but at all levels and within all 
departments. 

43. As a result key officials perform primarily an operational role, as opposed to a monitoring 
and oversight role, which is not conducive to achieving future clean administration. This 
contributed to the material findings in the current year as disclosed under the basis for 
qualification, predetermined objectives and non-compliance paragraphs. 

44. Management did not approve policies and procedures for internal controls relative to 
strategic planning, quarterly and annual performance reporting. This resulted in the 
municipality not meeting certain of its planned targets and also not being in a position to 
provide the information requested to support the corrective measures reported in the annual 
performance report. 

Financial and performance management 

45. The municipality did not have an effective record management system in place, resulting in 
documents supporting amounts disclosed in the financial statements and corrective 
measures taken to improve performance where targets were not met, to not be readily 
available. 

46. The municipality did not enforce a culture of maintaining key controls as monthly 
reconciliations were not conducted for major account balances and disclosure items within 
the accounting records as they were only compiled after year-end. This increases the 
municipality’s reliance on consultants to perform reconciliations at year-end for financial 
statement purposes, rather than performing these reconciliations on a regular basis. 

Governance 

47. The governance structures within the municipality were not adequate to reduce the risk of 
non-compliance with laws and regulations, deviations from internal controls, an inadequate 
performance management and reporting system and non-adherence to the financial 
reporting framework. 

Internal audit did not adequately discharge its mandate in providing an oversight function at 
the municipality for the year under review as it was not adequately staffed with the head of 
internal audit position being vacant since the previous financial year. 

As a result, the governance structures have not been empowered to perform their oversight 
duties properly and the above findings indicate a 'minimum adherence approach’ to good 
governance by leadership and management. 

OTHER REPORTS 

Investigations 

48. An investigation was undertaken into the alleged fraudulent activities of financial 
misconduct by an employee. The individual was suspended with immediate effect pending 
further investigations. The investigation was still ongoing at the reporting date. 



East London 
30 November 2012 
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